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BDO Seidman, LLP 211 East Water Street, Suite 300
BDO Accountants and Consultants Kalamazoo, Michigan 49007
® Telephone: (269) 382-0170

o ]
Fax: (269) 345-1666

Independent Auditors’ Report

Kalamazoo Community Mental Health and Substance Abuse Services
Kalamazoo, Michigan

We have audited the accompanying financial statements of Kalamazoo Community Mental Health and
Substance Abuse Services (the Authority), a proprietary fund component unit of the County of Kalamazoo,
Michigan, as of and for the years ended September 30, 2005 and 2004, as listed in the accompanying table of
contents. These financial statements are the responsibility of the Authority’s management. Our
responsibility is to express an opinion on these financial statements based on our audits.

We conducted our audits in accordance with auditing standards generally accepted in the United States of
America and the standards applicable to financial audits contained in Government Auditing Standards issued
by the Comptroller General of the United States. Those standards require that we plan and perform the audit
to obtain reasonable assurance about whether the financial statements are free of material misstatement. An
audit includes examining, on a test basis, evidence supporting the amounts and disclosures in the financial
statements. An audit also includes assessing the accounting principles used and significant estimates made
by management, as well as evaluating the overall financial statement presentation. We believe that our audits
provide a reasonable basis for our opinion.

In our opinion, the financial statements referred to above present fairly, in all material respects, the financial
position of the Authority, as of September 30, 2005 and 2004, and the changes in financial position and cash
flows for the years then ended, in conformity with accounting principles generally accepted in the United
States of America.

In accordance with Government Auditing Standards, we have also issued our report dated January 19, 2006,
on our consideration of the Authority’s internal control over financial reporting and our tests of its
compliance with certain provisions of laws, regulations, contracts, and grant agreements and other matters.
The purpose of that report is to describe the scope of our testing of internal control over financial reporting
and compliance and the results of that testing, and not to provide an opinion on the internal control over
financial reporting or on compliance. That report is an integral part of an audit performed in accordance with
Government Auditing Standards and should be considered in assessing the results of our audit.

The Management’s Discussion and Analysis and the Analysis of Funding Progress — Employee Retirement
System information are not a required part of the basic financial statements but are supplementary
information required by accounting principles generally accepted in the United States of America. We have
applied certain limited procedures, which consisted principally of inquiries of management regarding the
methods of measurement and presentation of the required supplementary information. However, we did not
audit the information and express no opinion on it.

Our audit was conducted for the purpose of forming opinions on the financial statements that collectively
comprise the Authority’s basic financial statements. The accompanying Schedule of Expenditures of Federal
Awards and Schedule of Federal Pass-Through Funds to Subrecipients, as required by U.S. Office of
Management and Budget (OMB) Circular A-133, Audits of States, Local Governments, and Non-Profit
Organizations, and the Substance Abuse Prevention and Treatment Summary of Budgeted, Reported, and
Audited Amounts and Schedule of Expenditures and Funding Sources by Program are presented for purposes
of additional analysis and are not a required part of the basic financial statements. Such information has been
subjected to the auditing procedures applied in the audit of the basic financial statements and, in our opinion,
is fairly stated, in all material respects, in relation to the basic financial statements taken as a whole.

BDO \TWJ LLA

Certified Public Accountants
January 19, 2006



Management’s Discussion and Analysis

The following Management Discussion and Analysis (MD&A) of Kalamazoo Community Mental Health and
Substance Abuse Services (the Authority’s) activities and financial performance provide an introduction to
the financial statements of the Authority for the fiscal year ended September 30, 2005. The Authority has
been established by the County of Kalamazoo and state of Michigan to operate, control, and manage an
integrated behavioral healthcare and substance abuse system in order to better serve its residents. The County
Board of Commissioners appoints members to the Authority’s board and provides financial support to the
Authority on an annual basis. The Authority is considered a component unit for reporting purposes in the
audit for the County of Kalamazoo.

Beginning in October, 2002, the Michigan Department of Community Mental Health contracted with the
Authority as the designated Medicaid service provider or Prepaid Inpatient Health Plan (PIHP) for the
geographic region in southwest Michigan which consisted of Kalamazoo, Allegan, St. Joseph, and Cass
counties. Consequently, Kalamazoo PTHP has sub-contract agreements with each of these affiliate counties
for the provision of these Medicaid services. Each county continues to hold independently the General Fund
contract issued by the state as a Community Mental Health Service Program or CMHSP.

This contracting arrangement is expected to remain intact throughout fiscal year 2006.
The information contained in this MD&A should be considered in conjunction with the information contained
in the financial audit conducted by BDO Seidman, LLP, for the year ended September 30, 2005. This MD&A
contains information on the basic financial statements of the Authority together with any required explanation,
which would be essential to acquire a full understanding of the data contained therein.

FINANCIAL POSITION SUMMARY

Analysis of assets, liabilities and net assets over time serves as a useful indicator of the Authority’s financial
position. The Authority’s working capital, current assets of $16,478,300 minus current liabilities of
$8,503,534 is positive at $7,974,766. Additionally, the computation for net assets, total assets of
$19,457,408 minus total liabilities of $9,166,609, is also significantly positive at $10,290,799 as of
September 30, 2005. This represents a positive increase of net assets for the year ended September 30, 2005,
of $221,812, or a 2.2% increase in net assets from the prior year ended 2004.

A condensed summary of the Authority’s balance sheet is shown below:

September 30, 2005 2004
Assets:

Current $ 16,478,300 $ 17,841,178

Net capital assets 2,926,631 2,862,695

Net loan origination costs 14,477 16,733

Long-term advances 38,000 149,029
Total Assets 19,457,408 20,869,635
Liabilities:

Current liabilities 8,503,534 10,024,391

Long-term debt 663,075 776,257
Total Liabilities 9,166,609 10,800,648
Net Assets:

Invested in capital assets, net of related debt 2,150,374 1,978,983

Unrestricted 8,140,425 8,090,004
Total Net Assets 10,290,799 10,068,987
Total Liabilities and Net Assets $ 19,457,408 $ 20,869,635
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Management’s Discussion and Analysis
(Continued)

The largest portion of the Authority’s net assets (79.1% at September 30, 2005) represents its investment in
reserves for equipment, employee retirement benefits, and internal service funds. Investment in capital assets
net of outstanding mortgage debt is 20.9% of net assets. A complete description of the Authority’s net assets
can be found in Note 6 in the financial audit.

REVENUES

A summary of operating revenues for the fiscal year ended September 30, 2005, and the amount and
percentage of change in relation to prior year amounts is as follows:

Increase Percent
2005 Percent (Decrease) Increase
Amount of Total from 2004  (Decrease)
Operating Revenues: $ % 3 %
Medicaid Revenue:
Retained by PIHP 37,622,619 43.6 2,443,504 7.0
Sub-capitated to affiliate counties 27,216,504 31.5 1,057,308 4.0
General Fund/Other Revenues:
State grants 13,347,834 15.5 256,479 2.0
Program fees and earned revenue 720,967 0.8 (293,203) (28.9)
Federal grants 937,340 1.1 (99,447) (9.6)
Other 315,918 0.4 (269,180) (46.1)
Substance Abuse Revenue 6,174,466 7.2 691,624 12.6
Total OEerating Revenues 86,335,648 100.0 3,787,085 4.6

EXPENSES

A summary of operating expenses for the fiscal year ended September 30, 2005, and the amount and
percentage of change in relation to prior year amounts is as follows:

Increase Percent
2005 Percent (Decrease) Increase
Amount of Total from 2004 (Decrease)
$ Y $ %
Operating Expenses:
MI adult population 21,940,902 24.9 852,567 4.0
DD population 21,217,546 24.1 716,350 35
SED population 5,041,654 5.7 (5,156) (0.1)
Substance abuse population 6,243,832 71 777,170 14.2
Sub-capitated to affiliate counties 27,216,504 30.9 1,128,122 43
Management and general 5,674,178 6.5 489,222 9.4
QAAP expense 706,856 0.8 706,856 100.0
Total OEerating Expenses 88,041,472 100.0 4,665,131 5.6
Fiscal Year Ended September 30, 2005 2004
Operating loss $ (1,705,824) 3 (827,778)
Net non-operating revenue 377,236 X
Kalamazoo County transfer 1,550,400 1,550,400
Increase in Net Assets 221,812 818,877
Net Assets, beginning of year 10,068,987 9,250,110
Net Assets, end of year $ 10,290,799 $ 10,068,987
5



Management’s Discussion and Analysis
(Concluded)

OPERATIONAL HIGHLIGHTS

e The SED population children’s services unit was notified of its successful award of a Substance Abuse
and Mental Health Services Administration (SAMHSA) grant. This is a multi-year, multi-million dollar
grant which will be implemented in fiscal year 2006.

e The SED population children’s services unit was relocated to 432 Crosstown Parkway in Kalamazoo.
This will provide one singular focal point for all SED services.

e Substance Abuse services was awarded a $215,500 Methamphetamine Grant, which is also a multi-year
grant designed to build a community coalition in the CA region to develop education and community
safety programming.

¢ The integration of the Substance Abuse Access Center for intake and referral services was added to the

KCMHSAS service array at our 418 Kalamazoo Avenue location. This will enable coordinated
assessments for MIA and SA consumers in one location.

SUMMARY OF CASH F1.OW ACTIVITIES

The following shows a two year comparison of the major sources and uses of cash:

Fiscal Year Ended September 30, 2005 2004
Net cash provided by (used in) operating activities $ (3,375,304) $ 3,382,936
Net cash provided by non-capital financing activities 1,550,400 1,550,400
Net cash provided by (used in) investing activities 2,155,173 (4,583,580)
Net cash used in capital and related financing activities (478,101) (215,197)
Increase (Decrease) in Cash (147,832) 134,559
Cash, beginning of year 196,279 61,720
Cash, end of year $ 48,447 $ 196,279
FINANCIAL STATEMENTS

The Authority’s financial statements are prepared on an accrual basis in accordance with accounting
principles generally accepted in the United States of America promulgated by the Government Accounting
Standards Board (GASB). The Authority also follows where appropriate, statements and interpretations by
the Financial Accounting Standards Board (FASB). Revenues are recognized when earned, not when
received. Expenses are recognized when incurred, not when paid. Assets are capitalized (except land and
construction in progress) and are depreciated over their useful lives. Please see the notes to the financial
statements for a summary of the board’s significant accounting policies.

Respectfully submitted,

&ou/% /7 py

Cindy Lowe
Chief Administrative and Financial
Officer




Kalamazoo Community Mental Health and
Substance Abuse Services

Statements of Net Assets

i
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September 30, 2005 2004
Current Assets:
Cash (Note 3) $ 48,447 $ 196,279
Investments (Note 3) 13,538,703 15,271,551
Receivables:
Medicaid 386,376 397,485
Client service 915,687 781,513
Provider 132,533 -
Other 224,986 26,443
| Due from state of Michigan 938,089 964,411
Prepaid and other current assets 293,479 203,496
Total Current Assets 16,478,300 17,841,178
Capital Assets, net of accumulated depreciation (Note 4) 2,926,631 2,862,695
Loan Origination Costs,
net of accumulated amortization of $8,084 14,477 16,733
Long-Term Advances to Sub-Recipient Agencies 38,000 149,029
Total Assets $ 19,457,408 $ 20,869,635

Liabilities and Net Assets

|
i Current Liabilities:
I

Accounts payable and accruals $ 5,928,911 $ 7,580,423

Due to state of Michigan 1,663,194 1,071,933

Unearned revenue 798,247 1,264,580

Current maturities of long-term debt (Note 5) 113,182 107,455
Total Current Liabilities 8,503,534 10,024,391
Long-Term Debt, net of current maturities (Note 5) 663,075 776,257
Total Liabilities 9,166,609 10,800,648
Commitments (Notes 7, 8, 9, and 10)
Net Assets (Note 6):

Invested in capital assets, net of related debt 2,150,374 1,978,983

Unrestricted 8,140,425 8,090,004
Total Net Assets 10,290,799 10,068,987
Total Liabilities and Net Assets $ 19,457,408 $ 20,869,635

See accompanying notes to financial statements.
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Kalamazoo Community Mental Health and
Substance Abuse Services

Statements of Revenues, Expenses, and
Changes in Net Assets

P00

Year ended September 30, 2005 2004

Operating Revenues:
Medicaid revenue:

Retained by PTHP $ 37,622,619 $ 35,179,115
Sub-capitated to affiliate counties 27,216,504 26,159,196
General Fund and other:
State grants 13,347,834 13,091,355
Program fees and earned revenue 720,967 1,014,170
Federal grants 937,340 1,036,787
Other revenue 315,918 585,098
Substance abuse 6,174,466 5,482,842
Total Operating Revenues 86,335,648 82,548,563
Operating Expenses:
Program services:
MI adult population 21,940,902 21,088,335
DD population 21,217,546 20,501,196
SED population 5,041,654 5,046,810
Substance abuse population 6,243,832 5,466,662
Sub-capitated to affiliate counties 27,216,504 26,088,382
Management and general 5,674,178 5,184,956
QAAP expense 706,856 -
Total Operating Expenses 88,041,472 83,376,341
Operating Loss (1,705,824) (827,778)
Non-Operating Revenue (Expense):
Investment income 422,325 146,780
Interest expense (45,089) (50,525)
Total Non-Operating Revenue 377,236 96,255
Appropriations from Kalamazoo County 1,550,400 1,550,400
Increase in Net Assets 221,812 818,877
Net Assets, beginning of year 10,068,987 9,250,110
Net Assets, end of year $ 10,290,799 $ 10,068,987

See accompanying notes to financial statements.



Kalamazoo Community Mental Health and

Substance Abuse Services

Statements of Cash Flows

Year ended September 30,

2005

2004

Operating Activities:
Cash received from providing services

$ 85,907,829

$ 83,630,558

Cash paid to suppliers and affiliates (82,508,517) (73,192,730)

Cash paid to employees (6,774,616) (7,054,892)
Cash Provided by (Used in) Operating Activities (3,375,304) 3,382,936
Cash Provided by Non-Capital Financing Activities -

Transfers from Kalamazoo County 1,550,400 1,550,400
Capital and Related Financing Activities:

Proceeds from sale of land - 37,858

Principal paid on mortgage payable (107,455) (102,019)

Interest paid on mortgage payable (45,089) (50,525)

Capital asset additions (325,557) (100,511)
Cash Used in Capital and Related Financing Activities (478,101) (215,197)
Investing Activities:

Interest income 422,325 146,780

Sale of investments 10,231,383 4,526,721

Purchase of investments (8,498,535) (9,257,081)
Cash Provided by (Used in) Investing Activities 2,155,173 (4,583,580)
Increase (Decrease) in Cash (147,832) 134,559
Cash, beginning of year 196,279 61,720
Cash, end of year 3 48,447 196,279

See accompanying notes to financial statements.



Kalamazoo Community Mental Health and
Substance Abuse Services

Statements of Cash Flows
(Concluded)

[ T e

Year ended September 30, 2005 2004
Reconciliation of Operating Loss to
Net Cash Provided by (Used in) Operating Activities:
Operating loss $ (1,705,824) $ (827,778)
Adjustments to reconcile operating loss to
net cash provided by (used in) operating activities:
Depreciation and amortization 260,799 270,155
Loss (gain) on sale of fixed assets 822 (7,838)
(Increase) decrease in:
Medicaid receivables 11,109 (12,254)
Client receivables (134,174) 1,120,692
Provider receivables (132,533) -
Due from state of Michigan 26,322 (185,737)
Due from sub-recipient agencies 111,029 769,111
Prepaid and other current assets (89,983) 27,273
Other receivables (198,543) (26,443)
Loan origination costs 2,256 2,256
Increase (decrease) in:
Accounts payable and accruals (1,651,512) 2,420,807
Due to state of Michigan 591,261 140,304
Deferred revenue (466,333) (307,612)
Net Cash Provided by (Used in) Operating Activities $ (3,375,304) $ 3,382,936

See accompanying notes to financial statements.
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1.

2.

Kalamazoo Community Mental Health and

Nature of
Organization

Significant
Accounting
Policies

Substance Abuse Services

Notes to Financial Statements
(Continued)

The Authority was created by the Kalamazoo County Board of Commissioners
of Kalamazoo County, Michigan (primary government), to operate, control, and
manage an integrated behavioral healthcare system in order to serve Kalamazoo
County (the County). Prior to October 1, 1996, revenues and expenses, and the
resultant assets, liabilities, and equity were blended with governmental funds
and an account group in the primary government. The Authority is governed by
a community mental health services board, which is appointed by the
Kalamazoo County Board of Commissioners. The primary government also
provides financial support annually to the Authority. Accordingly, the
Authority is considered to be a component unit of the County and is discretely
presented in the financial statements of the County.

On October 1, 2002, the Authority became the Prepaid Inpatient Health Plan
(PIHP) to manage the delivery of a comprehensive array of specialty mental
health and substance abuse services and support to a four-county region, which
includes the counties of Kalamazoo, Allegan, Cass, and St. Joseph. The
Authority provides services to Allegan, Cass, and St. Joseph counties by sub-
capitating to these counties, mental health funds received from the state of
Michigan. The Authority also provides certain administrative services and
support as the PIHP.

Also, effective October 1, 2002, the Authority became the coordinating agency
of substance abuse services for Kalamazoo, Barry, Branch, St. Joseph, and Van
Buren counties. This responsibility was transferred to the Authority from
Kalamazoo County and included an equity transfer from the County of $42,330.

Basis of Accounting

These financial statements have been prepared using proprietary fund
accounting. Revenues and expenses are recognized on the accrual basis.
Substantially all revenues and expenses are subject to accrual. The Authority
follows all Governmental Accounting Standards Board (GASB)
pronouncements and Financial Accounting Standards Board (FASB) statements
and interpretations, Accounting Principles Board (APB) opinions, and
Accounting Research Bulletins issued on or before November 30, 1989, except
those that conflict with a GASB pronouncement.

Revenues from premiums, state grants, client service, and federal grants are
reported as operating revenues. Transactions that are capital, financing, or
investing related are reported as non-operating revenues. All expenses related to
operating the Authority are reported as operating expenses. Interest expense and
financing costs are reported as non-operating expenses.

Investments

Investments conmsist primarily of certificate of deposits, commercial paper,
money market accounts, and public funds investment trust accounts.
Investments of the Authority are reported at fair value except commercial paper
that has a maturity at the time of purchase of one year or less is shown at
amortized cost.

11



Kalamazoo Community Mental Health and
Substance Abuse Services

Notes to Financial Statements
(Continued)

[ e

Receivables and Payables

Accounts receivable, representing outstanding balances on charges for services,
are considered fully collectible.

Transactions between the Authority and various departments of the state of
Michigan that are representative of service provider/purchaser arrangements
outstanding at year-end are reported as “due from/to state of Michigan.”

Transactions between the Authority and various departments of the state of
Michigan that are representative of borrowing arrangements that are outstanding
at year-end are reported as “advances payable, state of Michigan.”

Transactions between the Authority and sub-recipient agencies that represent the
differences outstanding at year-end between amounts advanced to agencies and
qualifying expenditures are included in accounts payable and accruals. All other
outstanding balances between the Authority and agencies are reported as
“advances to sub-recipient agencies.”

Capital Assets

Capital assets are recorded at cost. Routine maintenance and repairs are charged
to operations, as incurred. Upon sale or retirement, the related cost and
accumulated depreciation are removed with the resulting gain or loss reflected
in operations. The Authority’s capitalization policy is all purchases greater than
or equal to $500 with a useful life of two years or more.

Depreciation is provided using the straight-line method over the following
estimated useful lives:

Buildings and improvements 25-40 Years
Equipment and furniture 3-20 Years
Net Assets
Designations of net assets represent tentative management plans that are subject
to change.
Medicaid Revenue

The PIHP contract is for a two-year period beginning October 1, 2004, and is
subject to cancellation by the state of Michigan upon 30 days written notice.
Medicaid revenue is received monthly and is recognized as revenue during the
period in which the Authority is obligated to provide services to members.

Unearned Revenue

Unearned revenue represents the portion of the current year CMH contract
amount and other grant revenues that may be carried over to and expended in
subsequent fiscal years. Such carryover is generally limited to 5% of the CMH
contract amount.

12



3.

Kalamazoo Community Mental Health and

Deposits and
Investments

Substance Abuse Services

Notes to Financial Statements
(Continued)

Claims Liability

Under the State of Michigan’s MCSSP, the Authority is responsible for
processing and paying all claims related to required services provided. The cost
of these services includes estimates of payments to be made on claims reported
and estimates of services rendered but not reported to the Authority as of the
balance sheet date.

Long-Term Obligations

Loan origination costs of long-term indebtedness are deferred and amortized
over the life of the respective loan using the straight-line method.

Compensated Absences

Employees are granted sick and vacation leave in varying amounts based on
length of service. Employees may accumulate up to a predetermined amount of
vacation and sick leave in any one year. Upon termination, employees are paid
for unused vacation at their current rates. Upon retirement, employees are paid
for unused vacation and limited sick time at their current rates. It is the
Authority’s policy to recognize the cost of vacation and sick pay at the time the
liability is incurred.

Use of Estimates

The preparation of financial statements in conformity with generally accepted
accounting principles requires management to make estimates and assumptions
that affect the reported amounts of assets and liabilities and disclosure of
contingent assets and liabilities at the date of the financial statements and the
reported amounts of revenues and expenses during the reporting period. Actual
results could differ from those estimates.

Classification

Certain amounts as previously reported have been reclassified to conform to
current year classifications.

Deposits

State statutes require that certificates of deposit, savings accounts, deposit
accounts, and depository receipts are made with banks doing and having a place
of business in the state of Michigan that are also insured by an agency of the
United States.

The Authority’s investment policy complies with the State statutes and has no

additional limitations on deposits.

13



Kalamazoo Community Mental Health and
Substance Abuse Services

Notes to Financial Statements
(Continued)

|5

Custodial Credit Risk - Deposits

Custodial credit risk is the risk that, in the event of bank failure, the Authority’s
deposits might not be recovered. The Authority does not have a policy for
custodial credit risk over deposits. At September 30, 2005, $3,123,036 of the
Authority’s bank balances of $3,223,036 were exposed to custodial credit risk as
follows:

Uninsured and Uncollateralized:
Money market $ 1,123,036
Certificates of deposit 2,000,000

Total Uninsured and Uncollateralized $ 3,123,036

Investments

State statues authorize the Authority to invest surplus funds in obligations or
repurchase agreements of the United States or an agency of the Untied States,
commercial paper, banker’s acceptances of the United States banks, obligations of
the state of Michigan or any of its political subdivisions, and mutual funds
composed entirely of the above investments.

The Authority’s investment policy complies with the State statues and has no
additional investment policies that would limit its investment choices.

As of September 30, 2005, the Authority had the following investments and
maturities:
Investment

Maturities
Less than
Investment Type Fair Value One Year

Public Funds Investment Trust $ 4476348 § 4,476,348
Commercial Paper 6,676,000 6,676,000

Total $11,152,348  § 11,152,348

The Public Funds Investment Trust (PFIT) is a mutual fund comprised of United
States Treasury Securities. These accounts are highly liquid and the Authority
receives daily interest, compounded monthly, on the principal in these accounts.

14



Kalamazoo Community Mental Health and
Substance Abuse Services

Notes to Financial Statements
(Continued)

Interest Rate Risk - Investments

Under State statues, investment in commercial paper is limited to maturities of
not more than 270 days after the date of purchase. The Authority’s investment
policy complies with the State guidelines and seeks to minimize interest rate risk
by investing primarily in short-term securities, liquid assets, money market
funds or similar investment pools and limiting average maturities. The policy
does not place specific limitations on investment maturities as a means of
managing its exposure to fair value losses arising from increasing interest rates.

Because the Public Funds Investment Trust has a weighted average maturity of
approximately 30 days as of September 30, 2005, it is presented as an
investment with maturity of less than one year.

Custodial Credit Risk - Investments

Custodial credit risk is the risk that, in the event of a failure of the counterparty,
the Authority will not be able to recover the value of its investments that are in
the possession of an outside party. The Authority requires securities held by a
third party custodian to be evidenced by safekeeping receipts. The Authority
does not have any additional policies for custodial credit risk over investments.

Credit Risk - Investments

State statutes limits investments in commercial paper rated at the time of
purchase within the three highest classifications established by not less than two
standard rating services. Investments in obligations of the State of Michigan or
its political subdivisions must be rated as investment grade by not less than one
rating service. Investments in bonds, obligations, or repurchase agreements must
be made with the U.S. Treasury and bankers acceptances with U.S. banks.
Mutual Funds must be comprised of the above investments.

The Authority’s investment policy limits investments to be made with prudent
judgment as to the safety of the invested capital and probable outcome of
income.

At September 30, 2005, the General Electric commercial paper had a Standard
& Poor’s rating of A-1+, and Moody’s rating of P-1. The PFIT has a rating of
AAA by Standard & Poor’s.

Concentration of Credit Risk

Except for U.S. Treasury Securities and authorized investment pools, the
Authority limits the amount invested in a single security type or single financial
institution to be no more than 60% of the total portfolio.

At September 30, 2005, the Authority had 60% of its total investment funds held
in General Electric commercial paper. The Authority has all deposits and
investments in accounts with one financial institution or affiliates of that
financial institution.
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Kalamazoo Community Mental Health and
Substance Abuse Services

Notes to Financial Statements

4. Capital Assets

Capital asset activity was as follows:

(Continued)

Balance, Balance,
October 1, September 30,
2004 Increase Decrease 2005
Capital assets not depreciated:
Land § 368,153 § -3 - N 368,153
Construction in progress
(cost to complete not material) 56,252 146,481 59,293 143,440
Total capital assets not depreciated 424,405 146,481 59,293 511,593
Capital assets depreciated:
Buildings 1,486,004 - - 1,486,004
Equipment and furniture 1,884,562 165,449 3,174 2,046,837
Site improvements 1,198,443 72,920 - 1,271,363
Vehicles 159,953 - - 159,953
Total capital assets depreciated 4,728,962 238,369 3,174 4,964,157
Less accumulated depreciation:
Buildings 590,416 124,382 - 714,798
Equipment and furniture 1,597,545 108,007 2,352 1,703,200
Site improvements 7,719 2,425 - 10,144
Vehicles 94,992 25,985 - 120,977
Total accumulated depreciation 2,290,672 260,799 2,352 2,549,119
Capital assets depreciated, net 2,438,290 (22,430) 822 2,415,038
Total Invested in
Capital Assets, Net $ 2,862,695 $ 124051 $§ 60,115 S 2,926,631
Depreciation expense was charged to functions as follows:
September 30, 2005 2004
MI adult population $ 139,441 5 144,406
DD population 59,683 60,539
SED population 14,298 15,817
Management and general 43,603 45,295
Substance abuse population 3,774 4,098
Total Depreciation Expense 3 260,799 3 270,155
16



5.

Kalamazoo Community Mental Health and
Substance Abuse Services

Notes to Financial Statements
(Continued)

Long-Term Debt

Long-term debt consists of the following:

September 30, 2005 2004

Mortgage payable to bank, secured by real estate and full faith and
credit of the Authority, due in semi-annual installments of $76,272,

including interest at 5.26%, due October, 2011. $ 776,257 $ 883,712
Less current maturities 113,182 107,455
Total Long-Term Debt, less current maturities $ 663,075 $ 776,257

Mortgage payable activity for the year ended September 30, 2005, was as follows:

Balance Balance

October 1, September 30,

2004 Increase Decrease 2005

Mortgage payable issued in 2002 $ 883,712 $ - $ 107,455 $ 776,257

The annual requirement to pay principal and interest on the mortgage payable to maturity is as follows:

Interest Principal
Year ending September 30, Payments Payments Total
2006 39,362 113,182 $ 152,544
2007 33,330 119,214 152,544
2008 26,977 125,566 152,543
2009 20,286 132,258 152,544
2010 13,237 139,307 152,544
2011 5,814 146,730 152,544
Total $ 139,006 $ 776,257 $ 915,263
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6.

7.

Kalamazoo Community Mental Health and

Net Assets

Retirement
Plans

Substance Abuse Services

Notes to Financial Statements
(Continued)

The Authority’s net assets consist of the following:

September 30, 2005 2004
Net Assets:
Total invested in capital assets $ 2,926,631 $ 2,862,695
Less:
Current maturities of long-term debt (113,182) (107,455)
Long-term debt, net of current maturities (663,075) (776,257)
Total invested in capital assets,
net of related debt 2,150,374 1,978,983
Unrestricted:
Designated:
Equipment replacement 905,628 859,952
Programs and employee benefits 1,575,143 1,575,143
Substance abuse 57,548 98,035
Managed care risk corridor 2,828,357 3,142,492
Undesignated 2,773,749 2,414,382
Total unrestricted 8,140,425 8,090,004
Total Net Assets $ 10,290,799 $ 10,068,987
Defined Benefit Plan

Plan Description

The Authority’s defined benefit pension plan provides retirement, disability, and
death benefits to plan members and beneficiaries. The Authority participates in
the Kalamazoo County Employees’ Retirement System, a Public Employee
Retirement System (the Plan), which is an agent multiple-employer plan
administered by the Kalamazoo County Employees’ Retirement System.

The Authority establishes and amends the benefit provisions of the participants
in the Plan. Separate financial statements are issued and may be obtained by
writing the Kalamazoo County Employees’ Retirement System, 201 W.
Kalamazoo Avenue, Kalamazoo, Michigan 49007, or by calling 269-384-8008.
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Kalamazoo Community Mental Health and
Substance Abuse Services

Notes to Financial Statements
(Continued)

Funding Policy

The Authority is required to contribute at an actuarially determined rate.
Employees are currently not required to contribute to the Plan. The contribution
requirements of the Authority are established and may be amended by the
Authority trustees.

Annual Pension Cost

For the years ended September 30, 2005 and 2004, the Authority’s annual
pension cost of $536,088 and $1,013,247, respectively, were equal to the

" required and actual contributions. The required contribution was determined as
part of the December 31, 2004 and 2003, actuarial valuations, respectively,
using the entry age actuarial cost method. The actuarial assumptions included
(a) 7.75% investment rate of return (net of investment expenses), which includes
an inflation component of 4.5% and (b) projected salary increases of 4.5% to
6.5% per year. The remaining amortization period for all liabilities at December 31,
2004, is 10 years.

Trend Information

Trend information consists of the following:

Fiscal Annual Percentage
Year Ended Pension Cost of APC Net Pension
September 30, (APC) Contributed Obligation
2003 $ 982,647 100% $ -
2004 $ 1,013,247 100% $ -
2005 $ 536,088 100% $ -

Required supplementary material regarding the Plan is presented on Page 21.
Defined Contribution Plan

When the Authority became a separate legal entity, its employees elected not to
participate in the Social Security System. To provide to its employees a similar
retirement benefit, the Authority sponsored a 401(h) plan. Under the terms of
this Plan, which is a defined contribution plan, both the Authority and its
employees are required to contribute the same amounts that would be due if the
Authority had elected to participate in the Social Security System. For the years
ended September 30, 2005 and 2004, the Authority and its employees each
contributed $205,554 and $218,469, respectively, on covered payroll of
$6,886,761 and $7,016,313, respectively. The Authority is not a fiduciary with
respect to the Plan and, accordingly, assets and liabilities of the Plan have been
excluded from these financial statements.
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10.

Kalamazoo Community Mental Health and

Claims Arising
From Risks
of Loss

Contingencies

Financing of
Managed

Care Risk Loss
Corridor

Substance Abuse Services

Notes to Financial Statements
(Concluded)

Other Postemployment Benefits

In addition to the pension benefits described above, the Authority provides
postemployment health benefits in accordance with the requirements of an
Authority resolution. Active participants of the defined benefit pension plan
that retire at age 60 with eight or more years of service are eligible for this
benefit. Currently, nine retirees are eligible for this benefit.

The Authority purchases commercial health insurance to provide this benefit,
which is provided for the life of the retiree. The insurance policy provides
coverage of medical expenses and costs for all pre-Medicare age retirees similar
to the benefit available to active employees.

A reduced coverage policy, or Medicare supplement, is provided for each retiree
eligible for Medicare. Dependent coverage, if requested, is financed by
contributions by the retiree. Expenses for postemployment benefits are
recognized on the pay-as-you-go method. During 2005 and 2004, expenses of
$130,121 and $116,431, respectively, were recognized.

The risks of loss arising from general liability, property, and crime, are
minimized through participation in the Michigan Municipal Risk Management
State Pool, a public entity risk pool currently operating as a common risk
management program for government entities in the state of Michigan.

The Authority pays annual premiums to the state pool for insurance coverage up
to a maximum of $10,000,000 for aggregate general liability claim and
$5,205,000 for property and crime claims. In the event of unusually high
claims, the state pool may assess member government units on a retroactive
basis. The Authority purchases commercial insurance for risks of loss arising
from employee health, medical, and workers’ compensation claims.

Amounts received or receivable from grant agencies or third-party payers
(principally Medicaid) are subject to audit and adjustment by grantor agencies
or fiscal intermediaries. Any disallowed claims, including amounts already
collected, may constitute a liability of the Authority. The amount, if any, or
expenditures which may be disallowed by the grantor or, of excess
reimbursements as determined by a fiscal intermediary, cannot be determined at
this time, although the Authority expects such amounts, if any, to be immaterial.

The Authority operates as a managed care provider to the state of Michigan.
The Authority bears all costs up to 107.5% of the annual negotiated contract.
All costs above 107.5% are borne by the state of Michigan. The Authority has
designated a portion of net assets (see Note 6) and funded an amount to cover
the risk exposure under its contract with the state of Michigan.
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Kalamazoo Community Mental Health and
Substance Abuse Services

Analysis of Funding Progress — Employee Retirement System

(@) (®) (b-a) (a/b) (c) ((b-a)/c)
Actuarial

Actuarial Accrued UAAL as a
Valuation Actuarial Liability Unfunded Percentage
Date Value of (4AL) - AAL  Funded Covered of Covered
December 31, Assets Entry Age (UAAL) Ratio Payroll Payroll
1997 $ 9,115,383 $ 7,700,948 $ (1,414,435 1184 $ 6,309,426 (224
1998 10,853,291 8,581,266 (2,272,025) 126.5 6,703,157 (33.9)
1999 12,839,276 9,891,968 (2,947,308) 129.8 6,948,912 42.4)
2000 15,080,018 11,571,627 (3,508,391) 130.3 7,246,718 (48.4)
2001 17,053,135 13,017,823 (4,035,312) 131.0 7,458,238 54.1)
2002 17,695,566 17,223,784 (471,782) 102.7 8,686,961 (54
2003 16,153,856 13,782,313 (2,371,543) 117.2 7,395,382 (32.1)
2004 17,322,964 13,800,127 (3,522,837) 125.5 6,950,369 (50.7)
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BDO Seidman, LLP 211 East Water Street, Suite 300
BD O Accountants and Consultants Kalamazoo, Michigan 49007
® Telephone: (269) 382-0170

A
Fax: (269) 345-1666

Independent Auditors’ Report on Internal Control Over
Financial Reporting and on Compliance and Other Matters
Based on an Audit of Financial Statements Performed in
Accordance with Government Auditing Standards

Kalamazoo Community Mental Health and Substance Abuse Services
Kalamazoo, Michigan

We have audited the financial statements of Kalamazoo Community Mental Health and Substance Abuse Services
(the Authority), as of and for the year ended September 30, 2005, and have issued our report thereon dated January 19, 2006.
We conducted our audit in accordance with auditing standards generally accepted in the United States of America and the
standards applicable to financial audits contained in Government Auditing Standards, issued by the Comptroller
General of the United States.

Internal Control Over Financial Reporting

In planning and performing our audit, we considered the Authority’s internal control over financial reporting in order to
determine our auditing procedures for the purpose of expressing our opinion on the financial statements and not to
provide an opinion on the internal control over financial reporting. Our consideration of the internal control would not
necessarily disclose all matters in the internal control over financial reporting that might be material weaknesses. A
material weakness is a reportable condition in which the design or operation of one or more of the internal control
components does not reduce to a relatively low level the risk that misstatements caused by error or fraud in amounts
that would be material in relation to the financial statements being audited may occur and not be detected within a
timely period by employees in the normal course of performing their assigned functions. We noted no matters
involving the internal control over financial reporting and its operations that we consider to be material weaknesses.

Compliance and Other Matters

As part of obtaining reasonable assurance about whether the Authority’s financial statements are free of material
misstatement, we performed tests of its compliance with certain provisions of laws, regulations, contracts, and grant
agreements, noncompliance with which could have a direct and material effect on the determination of financial
statement amounts. However, providing an opinion on compliance with those provisions was not an objective of our
audit and, accordingly, we do not express such an opinion. The results of our tests disclosed no instances of
noncompliance or other matters that are required to be reported under Government Auditing Standards. However, we
noted other matters involving the internal control over financial reporting, which we have reported to management in a
separate letter dated March 1, 2006.

This report is intended solely for the information and use of the board, management, federal awarding agencies, and
pass-through entities and is not intended to be and should not be used by anyone other than these specified parties.

BDO Spdpm, £4P

Certified Public Accountants
January 19, 2006
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‘ BDO Seidman, LLP 211 East Water Street, Suite 300
BDO Accountants and Consultants Kalamazoo. Michigan 49007
Telephone: (269} 382-0170

 —
Fax: (269) 345-1666

Independent Auditors’ Report on Compliance with
Requirements Applicable to Each Major Program and
Internal Control Over Compliance in Accordance with
OMB Circular A-133

Kalamazoo Community Mental Health and Substance Abuse Services
Kalamazoo, Michigan

Compliance

We have audited the compliance of Kalamazoo Community Mental Health and Substance Abuse Services (the
Authority) with the types of compliance requirements described in the U.S. Office of Management and Budget (OMB)
Circular A-133 Compliance Supplement that are applicable to each of its major federal programs for the year ended
September 30, 2005. The Authority’s major federal programs are identified in the summary of auditors’ results section
of the accompanying schedule of findings and questioned costs. Compliance with the requirements of laws,
regulations, contracts, and grants applicable to each of its major federal programs is the responsibility of the
Authority’s management. Our responsibility is to express an opinion on the Authority’s compliance based on our audit.

We conducted our audit of compliance in accordance with auditing standards generally accepted in the United States of
America; the standards applicable to financial audits contained in Government Auditing Standards, issued by the
Comptroller General of the United States; and OMB Circular A-133, Audits of States, Local Governments, and Non-
Profit Organizations. Those standards and OMB Circular A-133 require that we plan and perform the audit to obtain
reasonable assurance about whether noncompliance with the types of compliance requirements referred to above that
could have a direct and material effect on a major federal program occurred. An audit includes examining, on a test
basis, evidence about the Authority’s compliance with those requirements and performing such other procedures as we
consider necessary in the circumstances. We believe that our audit provides a reasonable basis for our opinion. Our
audit does not provide a legal determination of the Authority’s comphance with those requirements.

In our opinion, the Authority complied, in all material respects, with the requirements referred to above that are
applicable to each of its major federal programs for the year ended September 30, 2005.

Internal Control Over Compliance

The management of the Authority is responsible for establishing and maintaining effective internal control over
compliance with requirements of laws, regulations, contracts, and grants applicable to federal programs. In planning
and performing our audit, we considered the Authority’s internal control over compliance with requirements that could
have a direct and material effect on a major federal program in order to determine our auditing procedures for the
purpose of expressing our opinion on compliance and to test and report on the internal control over compliance in
accordance with OMB Circular A-133.

Our consideration of the internal control over compliance would not necessarily disclose all matters in the internal
control that might be material weaknesses. A material weakness is a reportable condition in which the design or
operation of one or more of the internal control components does not reduce to a relatively low level the risk that
noncompliance with applicable requirements of laws, regulations, contracts, and grants caused by error or fraud that
would be material in relation to a major federal program being audited may occur and not be detected within a timely
period by employees in the normal course of performing their assigned functions. We noted no matters involving the
internal control over compliance and its operation that we consider to be material weaknesses.

This report is intended solely for the information and use of the board, management, federal awarding agencies, and
pass-through entities and is not intended to be and should not be used by anyone other than these specified parties.

BDO @W/ 22A

Certified Public Accountants
January 19, 2006
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Kalamazoo Community Mental Health and

Substance Abuse Services

Schedule of Expenditures of Federal Awards
Year Ended September 30, 2005

Federal Grantor Federal
Pass Through Grantor CFDA Federal
Program Title Number Expenditures
U.S. Department of Health and Human Services:

Passed Through Michigan Department of Community Health:

Projects for Assistance in Transition from Homelessness 93.150 $ 78,205

OBRA - Medical Assistance Programs 93.778 131,443

Block Grants for Community Mental Health Services:

Wrap-around Respite Grant 93.958 11,237
Juvenile Justice Diversion Project 93.958 50,000
MIFPI Block Grant 93.958 50,000
Hispanic Grant 93.958 21,898
Togetherness Grant 93.958 23,582
MRC - Peer Support 93.958 21,054
Wellness Recovery Grant 93.958 15,406
Hope Pre Booking Jail Grant 93.958 27,131
Anti-Stigma Project - Supported Education 93.958 30,677
250,985

Block Grants for the Prevention and Treatment of Substance Abuse 93.959 3,358,595

Passed Through Michigan Family Independence Agency -

Promoting Safe and Stable Families 93.556 69,134
Total U.S. Department of Health and Human Services 3,888,362
U.S. Department of Housing and Urban Development:

Direct Program - Supportive Housing Program 14.235 292,206
Direct Program - Shelter Plus Care Housing 14.238 7,680
299,886

Total Expenditures of Federal Awards

$ 4,188,248

24



Kalamazoo Community Mental Health and
Substance Abuse Services

Schedule of Federal Pass-Through Funds to Subrecipients

Federal

CFDA Current

Program Name Number Year
$

Ministry with Community - Homeless Outreach 93.958 13,261
MRC - Clubhouse Diabetes 93.958 22,540
MRC - Clubhouse Training 93.958 6,300
ACT Peer Support Advocate 93.958 12,655
ACT Peer Support Specialist - Co-Occurring 93.958 12,655
ACT Peer Support Specialist - Case Management 93.958 12,655
Block Grants for the Prevention and Treatment of Substance Abuse 93.959 1,121,367
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Note 1

Kalamazoo Community Mental Health and
Substance Abuse Services

Note to Schedule of Expenditures of Federal Awards
Year Ended September 30, 2005

The accompanying Schedule of Expenditures of Federal Awards includes the
federal grant activity of the Authority and is presented on the accrual basis of
accounting. The information in this schedule is presented in accordance with the
requirements of OMB Circular A-133, Audits of States, Local Governments, and
Non—Profit Organizations. Therefore, some amounts presented in this schedule
may differ from amounts presented in or used in the preparation of the financial
statements.

See accompanying independent auditors’ report.
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Kalamazoo Community Mental Health and
Substance Abuse Services

Summary of Auditors’ Results and
Schedule of Findings and Questioned Costs

Financial Statements

Type of auditors’ report issued:

Internal control over financial reporting:
e  Material weakness(es) identified?

e Reportable condition(s) identified that are not considered to be material weaknesses?

Noncompliance material to financial statements noted?

Federal Awards

Internal control over major programs:

e  Material weakness(es) identified?

e Reportable condition(s) identified that are not considered to be material weaknesses?

Type of auditors’ report issued on compliance for major programs:

Any audit findings disclosed that are required to be reported
in accordance with section 510(a) or Circular A-133?

Identification of major programs:

CFDA Number(s)

Name of Federal Program or Cluster

93.959

Block Grants for the Prevention and Treatment of Substance Abuse

Dollar threshold used to distinguish between Type A and Type B programs

Auditee qualified as low-risk auditee?

No matters were reported.

No matters were reported.

1

Unqualified

No

None
Reported

No

None
Reported

Unqualified

No

$ 300,000

Yes
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Kalamazoo Community Mental Health and
Substance Abuse Services

Substance Abuse Prevention and Treatment
Summary of Budgeted, Reported, and Audited Amounts — September 30, 2005

Reported/
Audited  Audited Local
Fund Source Budgeted Reported Expenditures Variance Match
. State Agreement
Community Grant $3,068,120 $3,051,770 $3,051,770 § - 3 -
SDA 43,431 29,216 29,216 - -
SIG 147,301 147,301 147,301 - -
Methamphetamine : 130,308 130,308 130,308 - -
. Subtotal 3,389,160 3,358,595 3,358,595 - -
. Medicaid
Current Year PEPM (Federal and State) 1,348,807 1,429,478 1,481,146 51,668 -
Reinvestment Savings 65,899 76,224 24,555 (51,669) -
. Subtotal 1,414,706 1,505,702 1,505,701 (1) -
. Adult Benefit Waiver (ABW)
Current Year PEPM (Federal share only) 80,594 76,990 76,990 - -
. Subtotal 80,594 76,990 76,990 - -
. MI Child
Current Year PEPM 5,789 900 900 - -
. Subtotal 5,789 500 900 - -
. Local
Current Year PA2 794,865 843,323 843,323 - 843,323
PA2 Fund Balance 176,326 - - - -
Other Local (R325.4152 excluding subsection (1)(b)) 85,389 84,796 84,796 - 84,796
. Subtotal 1,056,580 928,119 928,119 - 928,119
. Fees and Collections - Subtotal (R325.4151 (1)(d)) 145,161 177,416 177,416 - 177,416
. Other Contracts and Sources (Subtotal) 2,000 12,241 12,241 - -
Grand Total of Subtotals $6,093,990 $6,059,963 $6,059,962 $ @ s -
Amount Billable to MDCH (Section A audited subtotal) $ 3,358,595
Total MDCH Payments 3,389,340
(Overpayment)/Underpayment $ (30,745)
Local Match Funds Total $1,105,535
Local Match Requirement [(Grand Total of Audited Expenditures-B-C-D-G) * 10%)] 446,413
Local Match (Shortfall)/Excess $ 659,122
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Audited Expenditures
Final Budget Reported
(net of Fees (net of Fees
and and Less Less

Program Medicaid) Medicaid) Gross Medicaid Fees Net
Central Administration $ 570521 $ 570521 $ 570,521 $ 236,009 $ - 3 334,512
Prevention 864,776 1,153,933 1,153,933 - 28,455 1,125,478
Treatment 4,002,019 3,689,830 3,689,830 1,237,362 148,441 2,304,027
Women's Specialty/CDR 268,546 251,900 251,900 32,330 520 219,050
HIV/Aids 72,519 56,169 56,169 - - 56,169
SIG 147,301 147,301 147,301 - - 147,301
Methamphetamine 130,308 130,308 130,308 - - 130,308
Other 38,000 60,000 60,000 - - 60,000

$ 6,093,990 § 6,059,962 $ 6,059,962 $ 1,505,701 $ 177,416 $ 4,376,845

Reconciliation of PA2 Funds:

Beginning balance $ 679,020
Additions 909,632
Expended (843,323)

Ending balance $ 745329




Kalamazoo Community Mental Health and

Substance Abuse Prevention and Treatment

Substance Abuse Services

Schedule of Expenditures and Funding Sources by Program — September 30, 2005

Funding Sources
Reported /
Other Total Audited
State SDA Local PA2 ABW MI Child Other Funding Variance
3 334512 § - - 3 - 3 - - 8 - $ 334,512 § -
731,854 - 26,532 359,007 - - 8,085 1,125,478 -
1,752,235 29,216 58,264 382,266 76,990 900 4,156 2,304,027 -
177,000 - - 42,050 - - - 219,050 -
56,169 - - - - - - 56,169 -
147,301 - - - - - - 147,301 -
130,308 - - - - - - 130,308 -
- - - 60,000 - - - 60,000 -
$ 3,329379 § 29,216 84,796 $ 843323 § 76,990 200 S 12241 § 4376845 § -
$3,358,595
Reconciliation of Medicaid Managed Care Funds (PEPM):
PEPM payments received $ 1,481,146
Medicaid savings c¢/o 24,556
Funds expended (1,505,701)
Medicaid savings C/F 11,367
Returned to PIHP $ 11,368
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